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FOREWORD
Both a recollection of the disastrous consequences of the 
inflationary land prices following World War I and recogni­
tion o f the possibility of a recurrence have stimulated public 
interest in information about the current farm real estate 
situation. This report has been prepared by the North Cen­
tral Regional Land Tenure Committee for the purpose of 
presenting an appraisal of the current situation, stimulating 
discussion of the problems, and outlining the various possible 
lines of action most often suggested for curbing undesirable 
developments.
The North Central Regional Land Tenure Committee came 
into existence as the result o f an informal conference spon­
sored by the Farm Foundation in the spring of 1939 for land 
economists from the agricultural experiment stations in the 
Midwest. As an outgrowth of this and subsequent meet­
ings, the director of each station appointed one of his staff 
to the Regional Land Tenure Committee which also includes 
representatives from the United States Department of Agri­
culture.
The major function of the committee is to develop an in­
tegrated long-time program of research that will lead to the 
improvement of farm tenure in the region. This report per­
taining to land price inflation in the Midwest is the com­
mittee’s second formal publication. The first was entitled 
“ Improving Farm Tenure in the Midwest”  and was pub­
lished as Illinois Agricultural Experiment Station Bulletin 
502. The present bulletin is based not only on reports col­
lected from sample counties but on observation and study 
of the situation by at least one representative from each of 
the participating states. It is impractical to cite specific land 
market material published by the several cooperating in­
stitutions, but such information is available upon request to 
the participating agencies.
Members of the committee are listed on page 422. Others 
who have made contributions to the committee work include 
Charles L. Stewart, Illinois; Karl T. Wright, Michigan; L. A. 
Salter, Jr., Wisconsin ; and Roy M. Gilcreast, Bureau of Agri­
cultural Economics. The subcommittee consisting of Messrs.
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Ackerman, Murray, Regan and Stewart prepared a special 
report on the land market for use by the committee. It 
should be emphasized that the several institutions are in no 
way committed to the judgments and opinions expressed 
in this report and that the committee members assume en­
tire responsibility. This bulletin has been submitted several 
times to members of the entire committee for revision and 
where there is substantial difference o f opinion, opportunity 
has been given for an expression of the dissenting views.
It is recognized that the question of preventing farm land 
price inflation is a highly controversial subject. There are 
some members o f the committee who believe that no special 
legal controls are necessary. There are others who feel land 
price control to be essential. It is the intention of the com­
mittee that this report will serve, not to close an argument, 
but to open the subject for wider public discussion.
The Iowa Agricultural Experiment Station provided the 
facilities for printing this report. It is distributed in the 
North Central region by the several state agricultural ex­
periment stations because they believe that this information 
and the counsel which the specialists on the subject o f land 
values can give will be helpful to all who are interested in 
building a more permanently prosperous agriculture.
NOBLE CLARK, Administrative Advisor, 
North Central Regional Committee on 
Land Tenure Research.
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Preventing Farm Land Price Inflation 
in the Midwest
By  North Central Regional Land T enure Committee 
THE SITUATION
Land prices in the Midwest rose at the average rate of 
almost 1 percent a month during the year which ended Nov. 
1,1944. For the country as a whole, farm real estate prices 
rose 14 percent bringing prices to a level 44 percent above 
the 1935-39 average and 20 percent above 1912-14. Much 
larger increases from the 1935-39 average occurred in many 
areas. (Table 1 and fig. 1.) Recent increases for both the 
country as a whole and for the Midwest have been at about 
the same rate as during the first World War. The major 
part of these advances was clearly the result of wartime 
conditions. The current upswing, however, started from a 
very low level in some areas, while the World War I rise 
started from a higher and somewhat inflated base. Land 
prices on Nov. 1, 1944, were above 1917 levels in about two- 
thirds of the states; above those of 1918 in one-half; and 
above 1919 levels in more than one-fourth. There are wide 
differences in relative land value levels as well as in the rates 
o f increase between the states and even within individual 
states.
The volume of farm sales during the 12 months ending 
in March, 1944, was the highest on record for both the na­
tion and the Midwest. In each it was one-fifth above the 
previous year, about one-tenth above the peak reached in 
1919, and almost double the 1935-39 and 1912-14 averages. 
The proportion of farms sold in the Midwest in 1943 was 
almost 10 percent above the United States average. Con­
tributing to this high volume o f sales in some states was 
a heavy liquidation of land that had been acquired as a 
result of credit distress during the drouth and depression 
years. The number of sales continued at relatively high.
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FARM REAL ESTATE: INDEX NUMBERS OF ESTIMATED VALUE PER ACRE, BY MIDWEST REGIONS AND STATES.
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Region and State 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 1942 1943
± 3 4 4
Mar. Nov.*
Michigan 140 137 130 109 91 93 94 95 104 104 104 103 106 119 130 152Wisconsin 138 136 121 106 93 93 96 98 104 103 100 97 95 102 107 119Minnesota 161 156 136 115 92 97 97 99 101 103 100 100 101 106 117 129
Lake States 147 144 128 110 93 95 96 97 103 103 101 100 100 108 117 131 136
Ohio 130 124 113 97 81 87 91 99 104 102 105 106 111 123 134 153Indiana 121 117 105 87 77 82 89 97 102 106 106 108 112 128 143 164Illinois 138 133 118 96 79 86 90 95 103 107 106 110 111 126 133 153Iowa 161 156 137 111 81 88 92 101 102 103 102 103 103 110 121 141Missouri 161 156 135 113 93 97 98 101 102 101 98 100 102 112 125 139
Corn Belt 145 140 124 102 82 88 92 98 102 104 104 105 108 120 130 149 153 $2
North Dakota 151 148 132 113 102 105 103 106 104 99 88 80 80 85 89 108South Dakota 183 179 159 129 106 106 105 106 105 98 85 79 78 81 91 110Nebraska 165 161 150 127 99 102 102 104 102 98 93 83 78 83 91 110Kansas 148 148 135 117 92 95 96 99 103 102 100 93 94 98 111 126
Great Plains 161 158 144 122 98 101 101 103 103 100 94 85 83 88 97 115 119
Kentucky 133 131 119 100 82 84 90 92 101 107 111 117 107 133 152 170
Midwest 149 145 131 110 88 93 95 99 103 103 100 100 100 109 120 138 141
United States 140 138 128 107 88 92 95 99 102 103 101 102 103 110 120 138 144
State figures available only for March 1 of each year.
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FARM REAL ESTATE: COMPARISON OF IN D ICES OFAVERAG E VALUE 
PER ACRE, M IDWEST STATES, 1910-34 AND 1935-44
1935  1940
1910  1915
1945 1950 1955
1920 1925 '  1930
Figure 1.
levels during the summer of 1944, although the volume was 
down about one-tenth from the corresponding period the 
previous year.
There has been a steady increase throughout the country 
in the number of resales after a short period of ownership. 
Resales of farms acquired within the last 2 years are averag­
ing just over 10 percent o f all sales, varying from about 16 
percent in the Pacific region to about 7- percent in the North­
ern Plains. Resales are running 20 percent or more of all 
sales in about one county in seven. The fact that profits 
from such resales in most cases have been from 20 to 30 
percent helps to explain their frequency.
About one-half o f all farm sales have been cash trans­
actions. This serves to reduce the danger of later credit 
difficulties. Down payments on farms purchased on credit 
have averaged two-fifths of the sale price. The average 
equities in recorded purchase contracts are about one-half 
those of purchases involving a mortgage. Despite debt re­
ductions and the large amount of cash being used in financ-
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ing sales, heavy debts are being built up on a significant 
number of farms. More people went into debt to buy farms 
in 1943 than during any year since 1920. In one-third of 
the credit-financed sales, mortgages amounted to 75 percent 
or more of the price, and in three-fourths of such sales, 
they were 50 percent or more. Unless such debts can be 
reduced materially before farm commodity prices decline, 
some of these people will have difficulty in meeting pay­
ments on interest and principal.
Not only the amount borrowed but the types of loans 
that are being made suggest elements of financial weak­
ness. In the last 3 years the average mortgage debt per 
acre on farms sold for credit has increased one-fourth, and 
the average size of all mortgages recorded has risen one- 
third. The average loan made by individuals increased in 
amount by more than 50 percent. An increasing proportion 
of short-term mortgage credit, extended by individuals and 
commercial banks, is being used to finance the purchase ^ of 
farms. In the North Central region approximately three- 
fourths of all real estate purchase loans are for terms of 5 
years or less, and about one-third have no provision for 
amortization.
THE OUTLOOK FOR LAND PRICES
Failure to recognize the difference between market price 
and long-time productive value of land was responsible for 
many of the financial difficulties of farmers in the two de­
cades following 1920, and the same situation is again de­
veloping.
LAND PRICES IN THE IMMEDIATE FUTURE
Land prices are likely to continue to rise until a year or 
two after the war because prices for agricultural products 
are apt to be relatively high for a time following cessation 
of hostilities, resulting from rehabilitation needs for food, a 
continued high domestic demand, and government price sup­
port programs.
In addition to high farm incomes, the following factors 
will contribute to a continued rise in land prices: (1) High
11
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U. S. DEPARTMENT OF AGRICULTURE N EG. 43978 BUREAU OF AGRICULTURAL ECONOMICS
Figure 2.
incomes which leave a large volume of liquid funds in the 
hands of prospective buyers, (2) servicemen and war workers 
seeking farms, (3) farm owners expanding their acreage, 
(4) removal of many of the cilrrent obstacles to production 
and (5) keen competition among lenders.
Certain influences have held land prices somewhat in check 
during this war. Prior to the boom in 1920, farmers had 
experienced a rise in land prices for a generation; as a re­
sult, they were not conscious of the danger of inflation and 
deflation. Now many people are still acutely aware of the 
disastrous results of that last boom. Income taxes are 
higher, more war bonds have been purchased than during 
the last war, and a vastly greater amount o f farmers’ money 
has gone into debt reduction. Then, too, most lending agen­
cies are more cautious in extending credit on farms than 
during the last boom.
Shortages of farm labor, machinery, equipment, fertilizers 
and transportation difficulties were thought at first to be im­
portant factors that would prevent price rises, but these 
have proved to be but mild curbs. The Trice o f land is be-
12
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ing forced above its long-time productive value in certain 
areas.
THE LONG-TIME OUTLOOK
There is little in the long-run outlook that justifies land 
prices as high as those prevailing in some areas or states 
during the fall o f 1944, except the possibility of further 
general price inflation or reduction in interest and capitaliza­
tion rates in the years following the war. Further rises may 
be justified in some areas, but, generally speaking, land 
prices appear to be beyond the levels likely to be maintained 
over the next two decades.
Values in the longer postwar era will depend chiefly upon 
the net income from the land and upon the rate of return 
farm buyers are willing to accept. Factors influencing net in­
come and interest rates are complex and interrelated. Among 
the more important factors are: (1) Monetary policy as it 
affects general purchasing power; (2) the level of employ­
ment and wage rates; (3) the volume of domestic and foreign 
trade; (4) tax policy; (5) changes in population; (6) gov­
ernment programs directly affecting agriculture such as crop 
control, soil conservation, flood control, surplus marketing 
and nutrition programs, settlement projects and tenure im­
provement; (7) farm credit; (8) efforts to support com­
modity prices; (9) improved practices in crop and livestock 
production; (10) the cost of fertilizers and other materials 
used in production; (11) technological improvements; and 
(12) the use of agricultural products in industry.
The amount of land available for crop production may be 
increased to some extent by expanding irrigation, improv­
ing the drainage systems of old areas, adding new ones and 
clearing small acreages on individual farms of timber and 
stone. Technological improvements, such as the use of hy­
brid corn and cheap fertilizer, have the effect of increas­
ing the supply of land inasmuch as they increase agricul­
tural production. The substitution of nonagricultural com­
modities for products from the farm in industrial uses may 
become more prevalent as a result of wartime developments. 
Farm operating costs including labor are likely to remain 
higher after the war than they were in the prewar period.
13
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It now seems that agriculture will enter the postwar pe­
riod with a substantially higher acreage in crop land than 
will be required even under favorable demand conditions. 
The likelihood of an agricultufal surplus problem within 1 
or 2 years after the war cannot be dismissed without con­
sidering its influence upon the price of land.
Since the beginning of the war, farm commodity prices 
have doubled, in contrast to an increase of about one-fourth 
for those o f nonagricultural commodities. It should be kept 
in mind, however, that there has also been a shift down­
ward in the quality of nonagricultural products so the con­
trast is not as great as is indicated by the indexes. Because 
of the expansion in the productive capacity o f agriculture 
and the time required for contraction, a less favorable fu­
ture relationship as compared to prewar times is entirely 
possible. Even though present general price levels were 
maintained, the above considerations clearly point toward 
the probability o f lower farm commodity prices in relation 
to other prices and a lower share of farm income available 
to pay for land purchases.
14
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. CONSEQUENCES OF LAND PRICE INFLATION
The consequences o f a serious deflation of farm land prices 
following this war may vary in certain respects from those 
following 1920, but the general pattern will be similar. The 
disastrous results of that situation are still vivid in the minds 
of many farmers today.
Farm mortgage foreclosures in the United States averaged 
less than 4 per 1,000 farms in 1920. With the precipitous 
fall o f farm earnings after 1920, land prices declined sharply 
toward their prewar levels. The number of foreclosures in­
creased to 17 per 1,000 farms in 1924, and reached a high 
of 39 in the depths of the depression in 1932.
FINANCIAL DIFFICULTIES FOLLOWING WORLD WAR I
Much of the financial difficulty on farms following World 
War I is traceable to the large number of persons who paid 
too high a price, for land and borrowed too much. The 
fixed costs o f ownership were increased through higher prop­
erty taxes. At the heart of the problem was the unfavor­
able relationship of the high level of fixed charges, includ­
ing debt obligations, to declining farm incomes. The index 
of farm commodity prices declined from a peak of 213 in 
1919 to 125 in 1921 and to a low of 65 in 1932.
The number of persons who lost their farms, however, 
only begins to indicate the seriousness o f the resulting con­
ditions. In most cases, loss of the farm meant loss o f life 
savings, moving and frequently being forced back toward a 
lower tenure status. A  continuing sense of insecurity and 
frustration became the lot of thousands of farm families. 
Many did not give up readily and, in attempting to pay the 
heavy indebtedness incurred through buying land at too high 
a price, they accepted lower levels of living, exhausted their 
soils, and allowed buildings, equipment, fences and drainage 
systems to deteriorate. Many such farms were eventually 
paid for but only after privation during most of the debtor's 
lifetime. Local banks and their depositors, individual lend­
ers, insurance companies and other financial institutions were 
severely shaken and sometimes destroyed in the break-up of
15
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the inflated financial structure which developed. Remedial 
programs, developed to alleviate this suffering, were largely 
supported by governmental expenditures.
PROBABILITY OF FUTURE DIFFICULTIES
During the present war period, the heavy debts that are 
being assumed by many tenants and others who are pur­
chasing farms on credit threaten to cause consequences as 
serious as those which followed the last land boom. If farm 
real estate prices become unduly inflated and the present 
activity in farm land sales continues, there will again be a 
large proportion o f farms with fixed charges for debt serv­
ice and taxes that cannot be met if farm commodity prices 
drop substantially.
Many veterans who are planning to buy farms under a 
condition of inflated land prices will be saddled with an ex­
cessive debt load. Later, if not “ bailed out”  by public ac­
tion, they will be forced to forfeit their equities. If sub­
sequent “ bailing out”  programs provide for an outright gov-
F A R M  R E A L  E S T A T E :  N E T  L A N D  R E T U R N S  A N D  
V A L U E  P E R  A C R E ,  U N I T E D  S T A T E S ,  1 9 1 2 - 4 4
INDEX N U M BE R S  (1935-39=100 )
PERCEN T- 
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U.S.DEPARTMENT OF AGRICULTURE NEG. 43772 BUREAU OF AGRICULTURAL ECONOMICS
Figure 4.
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eminent grant of the difference between normal and inflated 
market prices of farm land, the veteran purchasers would 
be secure, but other buyers would be eliminated from the 
market or be forced to pay greatly inflated prices.
In brief, the consequences of land inflation are the final 
product o f a definite sequence o f events. In the first stage, 
farm products go up in price while costs lag, net farm earn­
ings increase, and surplus income available for investment 
expands. In the second stage, farmers and others bid up 
the price of land, sales become more frequent, and at the 
top of the inflationary spiral, purchasers use large amounts 
o f mortgage credit to buy land at high prices. In the next 
stage, general deflation sets in, farm produce prices decline, 
costs of production continue at a high level, credit is re­
stricted, land prices decline, fewer land sales take place, and 
heavily indebted farm owners experience difficulty in meet­
ing their obligations. In the fourth and final stage, the 
owner o f an excessively mortgaged farm, under continua­
tion of unfavorable prices, faces a moratorium, bankruptcy, 
or loss o f his property.
CAN A LAND BOOM BE AVOIDED?
A land boom can be avoided if present efforts to control 
inflation are strengthened and made more effective. This 
can be done partially by using the following procedures: 
(1) Tax current income of all groups according to their abil­
ity to pay, and stop holes in present income tax laws, (2) ex­
pand the sale of war bonds to absorb surplus purchasing 
power, and (3) resist special interest pressures to raise com­
modity prices and wage rates. The danger of a widespread 
land boom would be materially reduced by such measures. 
Present farm incomes and the lack o f equally attractive al­
ternative investments still make the purchase of farm real 
estate seem desirable. Two kinds of additional action are 
possible— voluntary measures and legislative and administra­
tive controls. Every effort should be made to discourage un­
warranted advances in land price by voluntary methods, but 
should these prove inadequate, legislative and administra­
tive controls might be provided.
17
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FARM REAL ESTATE: VOLUME OF FORECLOSURES AND ASSIGNM ENTS, 
VOLUNTARY TRANSFERS. AND INDEX NUMBERS OF VALUE 
PER ACRE, NORTH CENTRAL STATES. 1912-44
Figure 5.
Voluntary programs such as the following may prove ef­
fective: (1) Noninflationary uses o f surplus wartime in­
come, (2) development of cautious attitudes on the part of 
buyers and sellers, (3) the adherence to conservative loan 
policies by lending agencies, and (4) expansion of informa­
tional and educational services by public agencies.
Legislative and administrative action may be of two types, 
indirect measures and direct means. Chief among the in­
direct measures would be heavier income taxes. Important 
also would be changes in the present income tax law to 
eliminate the preferential treatment accorded capital gains 
and losses. It might be well to encourage more complete 
filing of returns by all individuals. Similarly, government 
programs should be modified so as to minimize their price- 
inflating influences. Direct emergency controls include legis­
lative and executive orders aimed at stabilizing the price of 
land and limiting speculative activity in the market. Direct 
measures commonly suggested are resale gains taxes, credit
18
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restrictions and price ceilings on land including the require­
ment of a permit for the purchase of a farm.
LINES OF VOLUNTARY ACTION
The opportunity o f going into the postwar period in a 
stronger financial position than ever before is within the 
reach of large numbers of American farmers. Their posi­
tion will be advanced by reducing short-term debts to a low 
point, reducing long-term obligations to a safe level and 
building up financial reserves. A  safe level o f mortgage in­
debtedness depends largely upon the farm and the individual 
farmer, but a desirable situation would be to have at least 
a 50 percent equity in terms o f normal or prewar values 
and low debt on personal farm property. The opportunity 
of attaining a strong financial position will also be increased 
to the extent that surplus funds are used in other channels 
rather than to bid up farm land prices. Buyers, sellers, 
borrowers and lenders all can do much through the adoption 
of sound attitudes to safeguard their own interests, as well 
as those of the community and nation.
SUGGESTIONS FOR USE OF WARTIME SURPLUS INCOME
Increases in incomes due to wartime conditions have 
created excess purchasing power which in itself may cause 
farm land price inflation. Therefore, it is suggested that 
individuals consider using such surpluses after debts have 
been reduced to manageable proportions for one or more of 
the following purposes:
1. Purchase of war bonds or other securities with fu­
ture marketable value in order to have financial reserves for 
use after the war when manpower and materials will be 
available to make improvements on the farm and provide 
for  the general well-being of the family.
2. Invest in paid-up life insurance to be used not only to 
clear debts in event o f the death of the operator but to 
provide security for the family.
3. Outright purchase of annuities or endowment policies 
for extra protection o f the farmer when advanced years are 
reached or for education of younger members of the family.
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Care should be taken, however, not to become obligated for 
heavier annual payments than can be maintained with re­
duced farm incomes.
4. Advance payment of future installments o f assess­
ments made for drainage, irrigation and other real estate 
improvements.
5. Set aside funds to meet future levies o f income and 
property taxes or other fixed charges.
SUGGESTIONS FOR PROSPECTIVE BUYERS AND SELLERS
1. Present farm produce prices are the result of war and 
cannot be expected to continue. Therefore buyers should 
exercise caution in buying farms. Debts should be incurred 
only on the basis of long-time expected earnings. Wartime 
incomes have enabled many debtors to reduce their debts, 
but this advantage will not be available to new purchasers.
2. Many prospective farm purchasers will find it profit­
able to use a competent unbiased land appraisal service in 
determining the value of the farm.
3. Purchasers o f land at war prices may avoid financial 
distress during periods of low prices by making heavy cash 
down payments, using high war income to reduce debts, and 
avoiding (a) large mortgages, (b) short-term loans and (c) 
inflexible mortgage provisions. Buyers o f land who assume 
indebtedness during periods o f high prices take more risks 
than those who are able to pay cash.
4. Tenants will find it more profitable to continue rent­
ing than to buy land at inflated prices unless they can pay 
most o f the price in cash. Likewise, servicemen and in­
dustrial workers may find it more advantageous to begin 
farming as tenants under good arrangements rather than 
to attempt farm ownership before postwar economic condi­
tions are well established.
5. Owner operators who need to expand their acreage 
should give consideration to leasing land from others rather 
than buying at inflated prices unless they can pay cash for 
the land bought.
6. Farm land may not be a good buy for nonfarmer in­
vestors. Consideration needs to be given to the profitable­
ness of alternative investments. A  poorly managed farm
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property frequently produces a low return and is likely to 
deteriorate in value because of soil depletion, erosion, weed 
infestation and other causes.
7. Farmers wanting to retire and others interested in 
disposing of land should consider the advantages of sale in 
the present market. Sellers should require substantial down 
payments in order that the buyer may be able to carry the 
loan if prices o f farm products fall and thus avoid reposses­
sion of the property.
8. A farm owner should not accept an attractive offer 
and sell, with the hope of buying equally good land at a 
cheaper price elsewhere, unless he has a contract for the 
farm he wants. During the last boom many farmers sold 
with such expectations and frequently paid much higher 
prices for other land, purchased lower quality lands at the 
same prices, or even bought back their original farms at 
advanced prices.
9. Farm owners whose holdings need enlargement and 
tenants who have planned to achieve farm ownership, if they 
have available cash reserves, working equipment, assured 
labor supply and other essentials, may find it practicable to 
purchase good, well-located land even at a time when there 
is some general inflation in land prices. Where such fami­
lies find unusual bargains, they may be able to buy wisely.
SUGGESTIONS FOR LENDERS
X, Public, corporate and private lenders should base farm 
mortgage loans on long-term earning capacity values, as de­
termined by a sound appraisal system. They should re­
fuse to increase loans on the basis of temporary wartime 
prices.
2. Competition for loans among lenders should be on 
the basis o f services provided rather than the size o f loan 
offered. These services include amortization and repayment 
privileges, long-term loans, interest rates and flexible pay­
ment provisions.
3. Corporate agencies having extensive land holdings 
should seriously consider the possibilities o f more rapid liqui­
dation by keeping asking prices in line with the long-time 
productive values of the farms offered for sale.
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SUGGESTIONS FOR EDUCATIONAL AGENCIES
1. Educational, research and other interested agencies 
should make special efforts at this time to develop and ex­
pand programs to inform farmers and other prospective 
buyers on points such as: (a) current developments in land 
market, (b) risks involved in purchasing land at inflated 
prices, (c) sound bases for determining the productive value 
o f individual farms, (d) capital requirements for farming, 
(e) desirability o f paying debts as rapidly as possible out of 
wartime income, and (f) investment of surplus funds to be 
used later for farm and home improvements. Such invest­
ments might well be made in war bonds to be used when 
the war is over and costs have readjusted to a peacetime 
level.
2. Methods used to disseminate such information may 
well include: Conferences, meetings, radio programs, news 
releases, various types of exhibits, publications and particu­
larly the use o f appraisal demonstrations or land valuation 
clinics. The last mentioned can be most effectively under­
taken cooperatively by extension services, lending agencies, 
farm organizations, the press and other agencies.
GENERAL LEGISLATIVE AND ADMINISTRATIVE
ACTION
If more effective measures for absorbing purchasing power 
and curbing commodity prices had been set up at the begin­
ning of the war period, inflation in land prices might have 
been averted. But this was not done and if further serious 
increases are to be avoided, consideration might well be 
given to the following lines of action:
1. Programs for curbing general inflationary pressures, 
including efforts to prevent further advances in prices and 
wage rates and measures to absorb more of the surplus pur­
chasing power through taxation.
2. Legislation to eliminate the provision in the present 
federal reyenue code which gives preferential treatment to 
comparatively short-time holders o f land and which allow 
deductions of farm operating losses from nonfarm incomes.
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These measures should remove the opportunities for using 
land as a vehicle for speculation or as a means of avoiding 
high income taxes.
3. Retirement of debts by local governmental units wher­
ever practicable and creation of reserves during periods of 
high income so that taxes can be reduced during periods of 
low income.
4. Reduction of federal subsidies and commodity loan 
limits to a minimum consistent with maintaining production 
requirements and economic stability.
5. Programs for ex-servicemen and others who want to 
get established in farming administered so as not to inflate 
land prices.
6. A  nationwide accredited and supervised appraisal serv­
ice to provide careful appraisals on request by prospective 
buyers and borrowers as well as of sellers and lenders. Par­
ticipants in the market will make their own decisions, but 
facts presented in the appraisal report would provide an im­
proved basis for sound judgment as to the normal value of 
the property.
7. Congressional hearings on the farm real estate situa­
tion in order to get the facts before the public.
EMERGENCY LAND MARKET CONTROLS
If the foregoing suggestions were followed, they would 
do much to curb serious land inflation. It is not likeiy, how­
ever, that they will be fully effective in the face of con­
tinued high incomes. Federal and state governments should 
be on the alert to take added steps, that may be necessary 
to curb unwarranted advances in land prices. Such meas­
ures may be desirable in order to help avoid farm debt dis­
tress such as was experienced following World War L 
Even though there are differences of opinion as to the 
priority or the desirability of various control measures, the 
principle of the resale gains tax appears to be rather widely 
accepted.1 On the other hand, many question the present
i The committee endorsed the resale gains tax m its r1ePort< Improving Farm 
Tenure in the Midwest,” Illinois Bulletin 502, page 154. 3 - , A progressive
tax to be laid on profits from the resale of real estate, .su«£ t£e
rates sufficiently high to discourage speculation in land, (the rate to ae 
crease as the length of time the property is held increases.
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need for considering the adoption of the most extreme types 
o f direct control at this time.
Special emergency measures most often suggested include: 
(1) Resale gains tax, (2) credit control and (3) other direct 
controls such as transfer taxes and land price ceilings in­
cluding purchase permits. In general these approaches are 
complementary rather than alternative with each having a 
different principal purpose.
RESALE GAINS TAX
The proposed resale gains tax would be a special tax on 
the capital gains from the resale of real estate.2 First trans­
fers would not be taxable since the special tax applies only 
to properties transferred more than once during an emer­
gency period. Heavy taxation of gains from the resale of 
farm property held but a limited period would have some 
advantages over other proposals discussed in this report. It 
would be easier to administer, be more equitable and might 
be allowed to remain in effect as long as inflationary tenden­
cies continue.
A  resale gains tax should accomplish the following pur­
poses :
1. Discourage short-term speculative buying yet not in­
terfere with purchase for long-time operation or investment.
2. Help stabilize land prices by discouraging development 
o f a “ land boom”  psychology— both by limiting the number 
o f buyers and reducing prices offered.
8 A bill incorporating this idea as it applies to the resale of farms was in­
troduced in the 78th Congress as Senate Bill 1584. Essentially, it would 
provide a special tax in lien of the regular income tax, on resale- gains from 
farm real estate. The tax proposed in the bill applies only to farms pur­
chased in the period between the effective date of the bill and 3 to 4 years 
following the end of hostilities that are resold at a profit within 6 years 
after purchase. The rate specified is 90 percent if the property is held 2 
or *ess* percent if held no longer than 2% years, and so on'down 
to 30 percent if held more than 5 years. There is no special tax if the 
property is held over 6 years.
For example, suppose a 160-acre farm in one of the Midwest states had 
been bought by its owner 10 years ago for $10,000 and is sold for $16,000 
while the resale gains tax is in effect. Since this is the first sale of the 
farm following adoption of the resale gains tax, the seller does not pay 
a special tax but does include the capital gain on the regular income tax. 
Several months later, the new owner sells the farm for $19,000. Having 
spent nothing on improvements, this man has a gain of $3,000. Under the 
proposed resale gains tax schedule, the amount would be taxable at a flat 
rate of 90 percent, making a tax of $2,700 and leaving only $300 for the 
seller. Gains taxed in this fashion would not be subject to further federal income tax.
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CREDIT CONTROL
The primary purpose of credit control would be to mini­
mize the likelihood of ownership loss as a result of exces­
sive indebtedness. The greatest sufferers from a land boom 
are those farm families which assume heavier debt obliga­
tions than can be carried when high wartime prices end. It 
is these excessive debts which finally result in loss o f farm 
ownership during the postwar period. The justification for 
direct credit controls rests upon a belief that by preventing 
the assumption of excessive indebtedness during wartime 
prosperity, the widespread loss of farm ownership during the 
postwar period can also be prevented. Also, another purpose 
o f credit controls would be to discourage “ shoestring” specu­
lation and thus curb land price increases.
Farm Mortgage Debt Ceilings
It has been suggested that keeping down the top limit 
o f the mortgage debt will help to give stability to farm land 
prices and that applying this procedure to individual farms 
would be warranted for the duration o f the war emergency. 
For the amount of debt on any farm to exceed its specified 
limit would be illegal. By keeping the top.limits low, re­
straints would be placed upon purchasing with borrowed
money.8
It is recognized that difficulties would be encountered in
8 The mortgage debt ceiling on an individual farm could be 
of the following: (1) Special appraisal, (2) the amount of debt actually 
carried at some8designated prewar period, or (3) a percentage of a recent 
sale price. Suppose, for tPpreviously which the owner is willing to sell for $16,000 has a mortgage oi 
000 Under a credit ceiling regulation, neither the present owner nor 
iny purchased^ould borrowmore thin tl^ amount of the existing loan on 
the farm unless a higher debt ceiling is fixed as a ^ J i n S m f £  
TvrflT<3ai Such an appraisal would be made on the basis of normal incomes 
or as of a fixed pre-inflation date, by the government-appointed appraise 
at the request of either the owner or a Prospective buyer Assuming that 
the appraised value for credit control in this instance is $14,000 ana tnat 
the debt ceiling was set at 50 percent of the value, the maximum loan per­
mitted on the farm would be raised to $7,000 following the appraisal. A 
buyer would need at least a $9,000 down payment in order to buy the 
property for $16,000. In case the upper limit was based on 50 Percent o T  
the sale price, the debt ceiling in this example would be $8 000 If the 
debt ceiling were set at a higher percentage of normal or on another es 
tablished value, say 60 to 75 percent, the maximum loan would °the ceiling 
larger and the required down payment smaller. The °eUlng’
however, the less effective it would be for holding land prices in line.
Persons seeking to buy land without intending to operate it directly 
might be subjected- to debt ceilings more restrictive than those specified 
for persons with equipment and evident intention to operate the farm.
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securing effective administration of this type of credit con­
trol. Enforcement of ceilings would be difficult and would 
involve at any one time only a small portion of those farm 
transfers which contribute to inflated land values. It would 
also involve continuous revision of debt ceilings as prices of 
products, costs o f operation, or interest rates changed.
The objectives o f a debt ceiling would be to accomplish 
the following:
1. Elimination of widespread loss of farms by foreclosure 
and forced sale.
2. Provision of guides to long-run reasonable land values 
and thus warn against paying inflated prices.
3. Curbing of land price increases by restricting “ shoe­
string” purchases by those who depend on large amounts of 
credit.
Other Types of Credit Controls
Other credit measures include the following:
(1) Requirement of higher interest rate, (2) control of 
competitive refinancing, (3) requirement of minimum annual 
repayment rate, (4). restrictions on second mortgages or 
junior liens, (5) limitations on the extent to which funds 
for the purchase of a farm could be raised through mort­
gaging other property, and (6) requirements for flexible re­
payment arrangements. Although such variations could be 
incorporated into other types of credit control measures, it 
should be recognized that they present difficulties in ad­
ministration and fair application.
OTHER DIRECT CONTROLS
Under extreme circumstances the restriction of credit and 
the elimination of short-run speculation might not prevent 
farm real estate price inflation. It would only be under cir­
cumstances of this type that serious consideration would be 
given to stronger measures such as transfer taxes, land price 
ceilings, or taxes on net earnings from real estate in excess 
o f prewar levels.
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Transfer Taxes
A measure of this type would be a heavy tax on all trans­
fers o f farm real estate. The existing federal documentary 
stamp tax on real estate transfers is essentially a low rate 
transfer tax for revenue purposes and has little or no eco­
nomic effect. If, however, the rate was increased to 10 per­
cent or more of the purchase price and its scope broadened, 
land prices and sales would be materially curbed.
A  principal objection to a transfer tax is that it would in­
terfere with or prevent many desirable transfers. Purchases 
by returning servicemen, tenants, or part-owners, and en­
largement of units through purchase by full owners would 
be hindered. Sales at prices considered reasonable would 
be taxed at the same rate as those at inflated or greatly in­
creased prices. These difficulties could be partially overcome 
by providing for an exception of certain transfers; for in­
stance, in the settlement of estates and to persons purchas­
ing for owner-operation.
A  transfer tax of a much more limited type was proposed 
in the Seventy-eighth Congress (Senate Bill 1532) that would 
apply only to resales within a specified period after purchase. 
The essential purpose of such a tax would be much the same 
as the resale gains tax already described. The resale trans­
fer tax would apply regardless of profit, however, and would 
appear to be less equitable and less effective than the resale 
gains tax.
Land Price Ceilings
Price ceilings for farm real estate would constitute one of 
the more extreme forms o f land market regulation. Pro­
posals that have been made are similar to controls now exer­
cised over many commodities and rents in defense areas. 
One of the problems would be determining a fair ceiling 
price for each tract of land. The ceiling or maximum price 
at which farm land could be transferred might be established 
on the basis of an appraised valuation as of a selected date 
prior to recent advances in land prices. Once a ceiling were
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established for a given farm, it could hold for the duration 
o f  the emergency.
Because of the likelihood that the number of would-be 
buyers would exceed the number of farms offered for sale 
at ceiling prices, a problem arises as to who would be per­
mitted to buy. One procedure is to let the seller decide. 
Under this system, financial arrangements would have to 
be scrutinized carefully in order to prevent circumvention 
o f  price ceiling regulations. A  second procedure would in­
volve the use of a system of purchase permits, and prefer­
ence could be granted to those purchasing for owner-opera­
tion.
A  more limited price ceiling measure would apply only to 
resales rather than to all sales. Such a measure would have 
an economic effect on the market similar to a high resale 
gains tax. The first sale would establish the maximum price 
at which a farm could again be sold during the emergency. 
Variations might allow maximum percentage price increases 
for  each year held before resale.
SUMMARY AND^ CONCLUSIONS.
Farm land price inflation is again threatening to become 
a principal problem of American agriculture. The current 
situation in farm real estate needs serious consideration. 
Buyers, sellers, lenders and borrowers are again overem­
phasizing the importance of wartime farm incomes.
In many areas of the Midwest, farm land prices are ris­
ing as rapidly as during World War I. Volume of sales is 
at a record high. Reselling of farms after only a short pe­
riod of ownership is increasing. In spite o f the large amount 
o f cash being used to purchase farms, many buyers are con­
tracting heavy debts.
Land prices probably will continue to rise during the war 
and for a year or two thereafter. The stimulating forces 
stem basically from conditions of improved farm incomes, 
high wages and profits, and growing accumulations o f sur­
plus purchasing power in the hands of farmers and non-
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farmers. Current rates of return on land are favorable in 
comparison to those from alternative investments. War 
bond purchases, income taxes and price regulations have not 
been sufficient to prevent a continuously rising volume of 
funds available for land purchase.
In the long run, farm land prices are likely to decline be­
low present levels in many areas. The consequences may 
vary in certain respects from those following World War I, 
but in general, it must be recognized that many purchasers 
who contract heavy mortgages assumed at inflated prices, 
will be in danger o f losing their life earnings, lowering their 
levels of living and depleting soil resources.
It is possible to avoid the excesses of another land boom 
if certain measures are applied. Educational efforts in this 
direction have already been helpful, and, properly augmented, 
they may continue to be effective in preventing serious land 
price inflation. But should inflationary pressures increase, 
educational programs alone may not be sufficient to avert a 
land boom.
Measures indirectly affecting the land market might well 
be aimed at (1) curbing general inflation, (2) removing the 
preferential treatment of capital gains in income tax regula­
tions, (3) adjusting farm programs so they do not have an 
inflationary effect on the land market, and (4) the provision 
of a competent public appraisal service to assist buyers in 
determining the long-time earning capacity value of land.
More direct measures to control land prices may be needed 
if other efforts prove inadequate. Legal controls might in­
clude the following: (1) a progressive tax on profits from 
the resale of real estate, (2) credit controls and (3) other 
controls such as transfer taxes and price ceilings.
In considering the stronger and more far-reaching direct 
controls, attention should be given to the fact that even 
though effective in controlling land prices, they involve dan­
gers which should be carefully considered before adoption. 
Appropriate control measures now, however, are likely to be 
more satisfactory than remedial measures applied in the post­
war period.
The only safe course in view of prevailing uncertainties is
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to keep down mortgage debt and curb land price advances 
until future economic conditions are better known. Action 
taken along sound lines can do much to safeguard the in­
terests of buyers, sellers and lenders, as well as their com­
munities and the nation.
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